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REPORT ON THE FINANCIAL STATEMENTS 

Introduction 

1. I have audited the accompanying financial statements of Greater Taung Local Municipality, 
which comprise the statement of financial position as at 30 June 2011, and the statement of 
financial performance, statement of changes in net assets and cash flows for the year then 
ended and a summary of significant accounting policies and other explanatory information, as 
set out on pages [XX] to [XX]. 

Accounting officer’s responsibility for the financial statements 

2. The accounting officer is responsible for the preparation and fair presentation of these 
financial statements in accordance with South African Standards of Generally Recognised 
Accounting Practice (SA Standards of GRAP) and in the manner required by the Municipal 
Finance Management Act of South Africa, 2003 (Act No. 56 of 2003) (MFMA) and the Division 
of Revenue Act of South Africa, 2010 (Act No. 1 of 2010) (DoRA) and for such internal control 
as management determines is necessary to enable the preparation of the financial statements 
that are free from material misstatement, whether due to fraud or error. 

Auditor-General’s responsibility 

3. As required by section 188 of the Constitution of the Republic of South Africa, 1996 
(Act No. 108 of 1996) and section 4 of the Public Audit Act of South Africa, 2004 

(Act No. 25 of 2004) (PAA), my responsibility is to express an opinion on these financial 
statements based on my audit. 

4. I conducted our audit in accordance with International Standards on Auditing and General 
Notice 1111 of 2010 issued in Government Gazette 33872 of 15 December 2010. Those 
standards require that I comply with ethical requirements and plan and perform the audit to 
obtain reasonable assurance about whether the financial statements are free from material 
misstatement. 

5. An audit involves performing procedures to obtain audit evidence about the amounts and 
disclosures in the financial statements. The procedures selected depend on the auditor’s 
judgement, including the assessment of the risks of material misstatement of the financial 
statements, whether due to fraud or error. In making those risk assessments, the auditor 
considers internal control relevant to the entity’s preparation and fair presentation of the 
financial statements in order to design audit procedures that are appropriate in the 
circumstances, but not for the purpose of expressing an opinion on the effectiveness of the 
entity’s internal control. An audit also includes evaluating the appropriateness of accounting 
policies used and the reasonableness of accounting estimates made by management, as well 
as evaluating the overall presentation of the financial statements. 

6. I believe that the audit evidence I have obtained is sufficient and appropriate to provide a 
basis for my qualified opinion. 
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Basis for qualified opinion 

Consumer debtors 

7. South African Statement of Generally Accepted Accounting Practice, IAS 39, Financial 
Instruments: Recognition and Measurement, paragraph 58 requires that an entity shall assess 
at the end of each reporting period whether there is any objective evidence that a financial 
asset or group of financial assets is impaired. The municipality did not assess consumer 
debtors, individually or by category, for any indication that these assets may be impaired. The 
municipality’s system did not allow the performance of alternative audit procedures to 
practicably determine the extent of the misstatement in debtors and the impairment expense. 
Consequently I am unable to satisfy myself as to the valuation and allocation of consumer 
debtors of R2 051 466 (2010: R1 948 873) as disclosed in note 2 to the financial statements. 

Property, plant and equipment 

8. The municipality did not comply with the requirements of paragraphs 38, 39, 53, 61, 71 and 73 
of the Standard of Generally Recognised Accounting Practice, GRAP 17, Property, plant and 
equipment in terms of the unbundling of assets. I was unable to practicably quantify the extent 
of misstatements and was unable to perform alternative audit procedures due to a lack of 
sufficient appropriate supporting documentation. Consequently, I am unable to satisfy myself 
as to the existence, rights and obligations, completeness and valuation and allocation of 
property, plant and equipment of R147 537 735 (2010: R112 659 386) as disclosed in note 5 
to the financial statements. 

Investment property 

9. The municipality did not provide sufficient appropriate audit evidence for investment property 
of R3 315 500 (2010: R3 315 500) as disclosed in note 6 to the financial statements. The 
municipality’s records did not allow for the performance of alternative audit procedures. 
Consequently I am unable to satisfy myself as to the completeness, valuation and allocation, 
existence, and rights and obligations of investment properties. 

Accumulated Surplus 

10. Included in the accumulated surplus of R148 839 929 (2010: R125 854 585) is an adjustment 
of R29 035 262 relating to the recognition of assets not previously recorded. The municipality 
could not provide sufficient appropriate audit evidence to support this adjustment. The 
municipality’s records did not allow us to perform alternative audit procedures. Consequently, I 
am unable to satisfy myself as to the completeness, valuation and allocation, rights and 
obligations and existence of the adjustment of R29 035 262 to the accumulated surplus. 

Provisions 

11. The Standard of Generally Recognised Accounting Practice, GRAP 19, Provisions, contingent 
liabilities and contingent assets require that provisions be recognised when an entity has a 
present obligation that will result in an outflow of economic resources that can be reliably 
estimated. The municipality failed to recognise provisions for the restoration of the landfill 
sites. I am unable to determine the extent of these provisions due to limitations placed on the 
scope of my work by the municipality. The municipality’s records did not permit the application 
of alternative audit procedures regarding this provision. Consequently, I did not obtain all the 
information and explanations I considered necessary to satisfy myself as to the completeness 
of provisions. I was unable to determine the effect of this limitation on the other account 
balances and classes of transactions contained in the financial statements. 
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Expenditure 

12. The municipality did not provide sufficient appropriate audit evidence to support operating 
expenditure of R15 254 639. The entity’s records did not permit the performance of alternative 
audit procedures. Consequently, I am unable to satisfy myself as to the completeness, 
accuracy, occurrence, cut-off and classification of this expenditure included in general 
expenses of R25 692 465 as disclosed in note 25 to the financial statements. 

13. Standards of Generally Recognised Accounting Practice, GRAP 13, Leases requires a lease 
to be classified as a finance lease if it transfers substantially all the risks and rewards 
incidental to ownership. The municipality is party to a number of lease agreements that 
constitute finance leases, but which have been accounted for as operating leases. Operating 
leases expenditure is accordingly overstated by R788 948. If these leases had been 
accounted for as finance leases, finance charges would have been R304 625, property, plant 
and equipment would have increased by R2 412 101, long-term liabilities would have 
increased by R2 955 085 and the current portion of long-term liabilities would have increased 
by R1 168 397. Additionally, the surplus for the period and accumulated surplus would have 
increased by R484 323. 

Irregular and unauthorised expenditure 

14. Section 62(l)(d)(iii) of the MFMA requires the accounting officer of the municipality to take all 
reasonable steps to ensure that unauthorised, irregular or fruitless and wasteful expenditure 
and other losses are prevented. Payments amounting to R9 198 650 (2010: R26 560 424) 
were made in contravention of the supply chain management requirements and payments 
amounting to R1 008 911 were made in the prior year that was not budgeted for. The amounts 
were not included in irregular expenditure and unauthorised expenditure, as disclosed in note 
31 to the financial statements, resulting in irregular expenditure being understated by 

R9 198 650 (2010: R26 560 424) and unauthorised expenditure being understated by 
R1 008 911 for the prior year. Furthermore I was unable to obtain sufficient appropriate audit 
evidence for awards of R1 718 291 made in terms of the municipality’s supply chain 
management policy. The municipality’s records did not permit the application of alternative 
procedures. Furthermore, it was impracticable to quantify the resulting misstatement. 
Consequently, I did not obtain sufficient appropriate audit evidence to satisfy myself that all 
material irregular expenditure has been disclosed in the notes to the financial statements. 

Lease commitments 

15. Standards of Generally Recognised Accounting Practice, GRAP 13, Leases, paragraph 50 
requires that an entity shall in addition to meeting the requirements of the standard make 
disclosures for operating leases for the total of future minimum lease payments under non- 
cancellable, operating leases for each of the periods, not later than one year, later than one 
year and not later than five years and later than five years. Contrary to this requirement, the 
municipality did not disclose its operating leases commitments. There were no satisfactory 
alternative audit procedures that I could perform to obtain reasonable assurance that all 
operating lease commitments were properly recorded. Consequently, I was unable to obtain 
sufficient appropriate audit evidence to satisfy myself as to the completeness of operating 
lease commitments as no operating lease commitments have been disclosed in the notes to 
the financial statements. 

16. Standards of Generally Recognised Accounting Practice, GRAP 13, Leases, paragraph 46 
requires that an entity shall in addition to meeting the requirements of the standard make 
disclosures for finance leases for the total of future minimum lease payments under non- 
cancellable, finance leases for each of the periods, not later than one year, later than one year 
and not later than five years and later than five years. Contrary to this requirement, the 
municipality did not disclose its finance leases commitments. These commitments should be 
as follows: not later than one year - R760 097; later than one year and not later than five 
years - R557 446; and later than 5 years - Rnil. 
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Qualified opinion 

17. In my opinion, except for the effects of the matters described in the basis of qualified opinion 
paragraphs the financial statements present fairly, in all material respects, the financial 
position of Greater Taung Local Municipality as at 30 June 2011 and its financial performance 
and its cash flows for the year then ended, in accordance with SA Standards of GRAP and in 
the manner required by the MFMA and the DoRA. 

Emphasis of matters 

18. I draw attention to the matters below. My opinion is not modified in respect of these matters: 

Restatement of corresponding figures 

19. As disclosed in note 39 to the financial statements, the corresponding figures for property 
plant and equipment, capital commitment, value added tax, leave pay and bonus accruals 
have been restated as a result of errors discovered during the 2011 year in the financial 
statements of the Greater Taung Local Municipality at, and for the year ended, 30 June 2010. 

Additional matters 

20. I draw attention to the matters below. My opinion is not modified in respect of these matters: 

REPORT ON OTHER LEGAL AND REGULATORY REQUIREMENTS 

21. In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, we include below our findings on the 
annual performance report as set out on pages [XX] to [XX] and material non-compliance with 
laws and regulations applicable to the municipality. 

Predetermined objectives 

22. There are no material findings on the annual performance report. 

Compliance with laws and regulations 

Strategic planning and performance management 

23. The accounting officer of the municipality did not by 25 January 2011 assess the performance 
of the municipality during the first half of the financial year, taking into account the 
municipality’s service delivery performance during the first half of the financial year and the 
service delivery targets and performance indicators set in the service delivery and budget 
implementation plan as required by section 72(l)(a)(ii) of the MFMA. 

Budget 

24. The mayor did not submit all quarterly reports to council on the implementation of the budget 
and the financial state of affairs of the municipality within 30 days after the end of each 
quarter, as required by section 52(d) of the MFMA. 

25. The accounting officer did not always submit the monthly budget statements to the mayor and 
the relevant provincial treasury, as required by section 71(1) of the MFMA. 

Annual financial statements and annual report 

26. The financial statements submitted for auditing were not prepared in all material respects in 
accordance with the requirements of section 122 of the MFMA. Material misstatements of 
capital assets, current assets, current liabilities and disclosure items identified by the auditors 
were subsequently corrected, but the uncorrected material misstatements resulted in the 
financial statements receiving a qualified audit opinion. 
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Procurement and contract management 

27. Goods and services with a transaction value of between RIO 000 and R200 000 were 
procured without obtaining written price quotations from at least three different prospective 
providers as per the requirements of SCM regulation 17(a) and (c). 

28. Goods and services of a transaction value above R200 000 were procured without inviting 
competitive bids as per the requirements of SCM regulation 19(a) and 36(1). 

29. Sufficient appropriate audit evidence could not be obtained that contracts and quotations to 
the value of R1 718 291 was procured in accordance with legislative requirements and the 
SCM policy. 

30. The preferential point system was not applied in the procurement of all goods and services 
above R30 000 as required by section 2(a) of the Preferential Procurement Policy Framework 
Act and SCM regulation 28(l)(a). 

Expenditure management 

31. The accounting officer did not take reasonable steps to prevent unauthorised expenditure and 
irregular expenditure, as required by section 62(l)(d) of the MFMA. 

Asset management 

32. The accounting officer did not take all reasonable steps to ensure that the municipality had 
and maintained an effective system of internal control for assets, including an asset register, 
as required by section 63(2)(c) of the MFMA. 

INTERNAL CONTROL 

33. In accordance with the PAA and in terms of General Notice 1111 of 2010, issued in 
Government Gazette 33872 of 15 December 2010, I considered internal control relevant to my 
audit, but not for the purpose of expressing an opinion on the effectiveness of internal control. 
The matters reported below are limited to the significant deficiencies that resulted in the basis 
for qualified opinion and the findings on compliance with laws and regulations included in this 
report. 

Leadership 

34. Council did not effectively execute its oversight responsibility concerning the establishment 
and communication of policies and procedures to enable and support the understanding and 
execution of internal control objectives, processes, and responsibilities in terms of financial 
reporting and compliance with laws and regulations. 

Financial and performance management 

35. The accounting officer does not exercise effective oversight over reporting and compliance 
with laws and regulations and internal control. 

36. Controls are not adequately monitored to ensure that information in the financial statements is 
reliable. This includes key reconciliations to ensure that all disclosures made are supported by 
reliable information. 

Governance 

37. The council failed to implement good governance principles within the municipality as the 
formal risk assessment was inadequate and the internal audit unit and audit committee was 
not effective. 
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OTHER REPORTS 


Investigations 

38. An investigation is being conducted to probe the manner in which contacts were awarded to 
contractors by the Special Investigation Unit (SlU) and The South African Police Services 
(SAPS). The investigation emanates from the previous financial year and was still ongoing at 
the date of this report. 



Potchefstroom 


30 November 2011 



AUDITOR-GENERAL 


SOUTH AFRICA 
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